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The economics of (not) closing small rural schools. 

Symposium on the Doctor of Philosophy for Candidates and Supervisors: A focus on Rural Issues July 1997 



Abstract: 

This paper examines the costs and benefits of closing country schools. The cost analysis includes 
accounting for the use of staff, goods and services, distance education support, land and 
buildings. A significant cost, not taken into account in most economic assessments of primary and 
secondary education is the opportunity cost of children's time. Most economic literature assumes 
that children have no opportunity cost and hence no economic value. This assumption is rejected 
and a methodology is put forward that estimates the implicit minimum value of student's time 
into the economic framework used for school closure. 

Further, it examines the issue of broadening curriculum options as a justification for closing small 
country schools and the relationship between the formula for resource allocation to schools and 
the decision to close schools is also explored. 



Introduction 

Should the Government provide a local school with all the curriculum options that an urban 
school might have; should it close the school and provide a bus or distance education; should it 
provide hostels for rural students to board at in urban centres or should it provide a narrower 
curriculum at a local school? 

Are small country schools closed because they are relatively expensive? Does closing them save 
money? Would they be closed if the resource allocation formula currently in place weren't quite 
so generous to small schools? 

Rural school closures in South Australia occur on an opportunistic basis often with lack of 
breadth of curriculum options being cited as a reason for closure. Is this a good reason? If it is; 
can a broad curriculum be provided at lower cost? If a school does offer a broad range of 
subjects, how many students actually take advantage of these opportunities? 
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ACER Research Monograph No.48, 1996, ACER Ltd Melbourne, Australia 
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• Curriculum Arrangements and Resource Allocation in Secondary Schools, Harrold, R. & 
McKenzie, P., 1989 

• Scale Economies in Australian Secondary Schools, McKenzie, P., Dec-92 

• Size, Costs, Curriculum in Secondary Schools, McKenzie, P„ Dec-89 

• The System or the Ogre? Effects of System Requirements on Schools' Curriculum Structures, 
Stone, M. and Harrold, R. Journal of Educational Administration 28,4 p32-45. 

• Predictors of High School Academic Course Offerings: The Role of School Size, Monk, D.H. 
and Haller, EJ., 1993 

• The Economics of School Consolidation, Harrold, R, 1968., Master of Economics Thesis, 
University of Western Australia. 



The work by McKenzie and Harrold has provided comprehensive evidence that small schools are 
more expensive to operate than large schools in Australia. The detailed studies of curriculum 
costs by Stone and Harrold and by McKenzie has provided methodologies for assessing the 
within-school cost structures. The method of using salary as an approximation of total resources 
usage is broadened in my research to include capital, goods and services, community inputs and 
distance education support. The 1996 report by McKenzie P., Harrold R. & Sturman A., provides 
a very comprehensive analysis of within-school allocations of resources in Queensland secondary 
schools, based on staffing allocations. This work showed that senior secondary years were more 
expensive compared to junior secondary. A number of papers that may have some relevance at 
the boundaries of my thesis, and will be investigated as contextual issues are included in the 
bibliography and some are cited throughout this paper. 



Methodology 

My thesis research examines systemic data in South Australian Government Schools, and relates 
differences between metropolitan and country schools. Regression analysis is undertaken of the 
determinants of school cost. Current policies relating to resource allocation and school closure 
are analysed. Whilst this research is in its early stages, I have included preliminary outcomes 
throughout this paper. The other major part of my methodology is the case studies of four South 
Australian country schools. This too is in its early stages, however a detailed description of the 
methodology is included in Appendix 1 and preliminary outcomes from one case study are 
included in Appendix 2. 



Discussion 



Are their good economic reasons for school closure? 

At face value, per-capita expenditures on rural secondary students are higher than for urban 
secondary students. There is an apparent cross-subsidisation from urban to rural students in 
South Australia. Figure 1 shows the relatively higher per-capita expenditures in South Australian 
Government country schools. 
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Figure I; Country/Metro Expenditures per Student 



Expenditure per Student 


Country 


Metro 


Grand Total 


From DECS 


$4/703 


$4,088 


$4,293 


From Community 


$301 


$358 


$339 


From All Sources 


$5,004 


$4,446 


$4,632 



This table does not include expenditures on capital, distance education, bus transport or locally 
funded purchases and as such understates the expenditure per student. It is however useful to 
illustrate the apparent difference between country and metropolitan school funding. 

By dividing operating costs at a small school by the enrolment, the cost per student is greater than 
the cost per student at a larger area school. The obvious reason for this is that every school has 
fixed and variable operating costs. The fixed costs are usually for administration and include 
principal salaries, office worker salaries, administration building maintenance and the fixed 
component of the major utilities such as water, sewerage, electricity, gas and telephone. 




The greater the enrolment at a school the thinner the fixed costs are spread. In this 1997 analysis 
of 1995/96 statistics, schools with fewer than 200 students received greater-than-average funding 
of $4,100 per student, which was in effect paid for by those schools with an enrolment greater 
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than 200. The data in the figure is from a regression analysis 1 of actual school costs and 
enrolments in South Australia. 

Small schools tend to have relatively more smaller classes than larger school s, which is another 
way that the cost of small schools increases. Monk (1987; p.145) shows that when a secondary 
school reaches an enrolment of 400, any savings due to elimination of very small classes are 
exhausted. The relationship between school size and the number of small classes as a percentage 
of total classes is shown in Figure 3. 



Figure 3 : Relationship Between School Size and Percentage of Small Classes 



Secondary 

Enrolment 


Average Class 
Size 


% Classes of 
less than 10 
students 


% Classes of 
less than 5 
students 


% Classes of 
more than 20 
students 


100 


21.58 


23% 


13% 


29% 


200 


22.00 


15% 


6% 


48% 


300 


24.36 


15% 


8% 


55% 


400 


27.87 


9% 


5% 


67% 


500 


26.06 


10% 


5% 


60% 


1000 


26.78 


16% 


4% 


60% 


1500 


25.30 


7% 


4% 


68% 


2000 


25.84 


5% 


5% 


67% 



Source: Monk 1987, pl45 



By closing small schools, the costs of administration at those schools are eliminated from the 
system altogether as the school that children are then bused to, would already be paying for these 
fixed expenditures. In addition to the savings in operating costs, there is also the benefit in being 
able to sell the surplus school site. Typically in a rural area the value of this land is not great, 
although in urban areas it can be quite substantial. 

McKenzie (1993, plO) asserts that often transport costs are not taken into account in school cost 
studies and in his study of consolidation in the Wimmera region of Victoria, Nunn (1991) 
suggested that staff savings provided by large schools may be outweighed by the costs of 
constructing new school facilities and transporting students greater distances. The work of 
Holland and Baritelle (1975, p.574) also concludes that in rural areas the savings possible by rural 
school closure are unlikely to achieve large savings in expenditures. It would appear that in some 
instances school closures have increased costs when the intention has been to reduce costs. 2 

Even if these researchers are wrong and the closure of rural schools really does achieve 'savings' 
this does not necessarily make education cheaper. It could, in fact, simply redistribute funding 
away from small rural schools into other areas of expenditure within primary and secondary 
education. In South Australia there is a 'back to schools program' (Crafter, 1993 p.l), which 
directs the proceeds from selling school sites into significant upgrading and backlog maintenance 
of other school sites. (The most significant of these funds are from the sale of metropolitan 
secondary school sites.) This is a widely publicised example of redistributing resources within 



a The outcome of the regression analysis is a formula of the form Total Cost = Fixed Cost plus Marginal Cost 
x Enrolment There is research evidence suggesting that the curve in the diagram is actually U shaped, with 
very large schools having diseconomies of scale. Discussion on this topic is beyond the scope of this paper, 
however Marshall (1988, pp 2-3) presents an overview of this research. 

2 lt may be that these decisions were made to avoid future spending in the rural areas. In SA the future 
spending on the maintenance of a school is included in the analysis for school closure decisions. 
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